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Abstract: 
This paper contributes to the core research in international business (IB), namely the 
relation between multinationality and performance, and is concerned with the quality of 
past empirical research designs. On the basis of 49 studies, we critically evaluate the 
match between performance measures used in empirical studies and the underlying 
theoretical streams that explain the effects on benefits and costs of multinationality. Our 
findings indicate that authors still largely rely on overall financial performance 
measures. Theoretical arguments, in contrast, refer to specific benefit and cost posi-
tions that are better reflected in operational performance indicators. In our view, the idi-
osyncratic choice of the performance measures contributes to the varying results in past 
studies. We offer suggestions for improving future research designs. 
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INTRODUCTION  
For decades, the multinationality and performance (M/P) literature is concerned with 
theoretical and empirical research on how internationalization affects performance and 
this remains top of the research agenda in international business (IB) (Griffith et al., 
2008; Seno-Alday, 2010). Developing an understanding of the impact of internationali-
zation efforts on performance is relevant both, to theorists in the field, and to managers. 
Researchers aim at developing theories on the M/P-relation that are generally applica-
ble, simple and accurate (e.g. Contractor, 2012; Verbeke and Forootan, 2012). As mul-
tinational enterprises (MNE) are not always more profitable than national firms, man-
agement is likewise highly interested in understanding whether their sometimes dis-
tressful internationalization efforts are good for their business. Management needs to 
understand how they can actively manage costs and benefits resulting from (strategic) 
decisions in their international activities (e.g. Garbe and Richter, 2009; Ruigrok and 
Wagner, 2003; Lu and Beamish, 2004). Theory development and empirical testing aim 
at delivering recommendations to managers on how to proactively shape the M/P-
relation or manage the success of their international operations, yet no unambiguous 
M/P-relation can be identified so far (see Yang and Driffield, 2012; Kirca et al., 2011).  
A variety of theoretical streams rather than an overarching theory explaining the impact 
of multinationality on specific benefits and costs in MNEs characterize the field. Matysi-
ak and Bausch (2012) identify 31 different theoretical streams and arguments on the 
M/P relation (in 49 studies), among the most prominent are internalization, portfolio, and 
transaction cost economics, each with its own benefits and costs of multinationality. 
This theoretical variety has led authors to develop meta-frameworks for structuring the 
arguments on benefits and costs: Benito and Tomassen (2003) refer to the resource-
based view, to location and production economics, and to transaction cost theory; they 
structure arguments along Dunning’s ownership (O), location (L), and internalization (I) 
categories (Dunning, 2001). Sethi and Judge (2009) develop two benefit categories, 
namely benefits (in their terminology, assets) of foreignness and of multinationality. 
Goerzen et al. (2013) differentiate the costs (in their terminology, liabilities) (also 
Zaheer, 1995) of foreignness into costs arising from complexity, uncertainty and dis-
crimination. These benefit and cost categories are used to derive hypotheses on the 
overall performance impact of multinationality. Authors then try to empirically measure 
or support the hypothesized M/P-relation.  
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In empirical studies, the measurement of performance is among the thorniest issues 
that confront researchers (Venkatraman and Ramanujam, 1986) in any management 
discipline. Yet, especially IB struggles to operationalize performance due to deviating 
international accounting standards for example (Hult et al., 2008; Ariño, 2003). Verbeke 
and Brugman (2009) discuss the quality of the performance measurement in empirical 
IB studies and note that it is still far from being standardized. However, an overwhelm-
ing majority of studies measure performance in terms of overall financial performance 
such as (risk-adjusted) profitability ratios and market value indicators (see Matysiak and 
Bausch, 2012; Richter, 2010; Li, 2007). Although typical for strategy research, we argue 
that studies can profit from incorporating more operational performance indicators, such 
as efficiency measures. This is in line with Venkatraman and Ramanujam (1986), who 
note that “the inclusion of operational performance indicators takes us beyond the ‘black 
box’ approach that seems to characterize the exclusive use of financial indicators and 
focuses on those key operational success factors that might lead to financial perfor-
mance” (p. 804). Our key research focus is the use of performance measures in empiri-
cal IB research and its fit with the theoretical arguments outlined in the M/P literature. 
The contribution we make is a critical review of the translation of theories into empirical 
practices. In doing so, we need to ask whether the high reliance on financial perfor-
mance indicators is due to the fact that they best reflect the theoretical costs and bene-
fits of internationalization. We will show that this is not the case and will evaluate (the 
potential advantages and disadvantages of) operational indicators as an alternative way 
of measuring performance.  
To elaborate on the match between theory and the operationalization of performance in 
the empirical M/P literature, we build on the 49 studies outlined in Matysiak and Bausch 
(2012). We discuss how the literature has measured performance as well as its underly-
ing benefit and cost positions. We then discuss the theoretical arguments on the bene-
fits and costs attributed to international activity. Finally, we analyze and critically evalu-
ate the match between theory and empirical research and outline recommendations for 
research. 
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HOW THE M/P LITERATURE HAS MEASURED PERFORMANCE  
Following Venkatraman and Ramanujam (1986) we differentiate between financial, op-
erational, and organizational effectiveness performance (see also Hult et al., 2008; Li, 
2007).  
Financial indicators reflect the fulfillment of an MNE’s economic goals in financial terms 
and form the narrowest conception of business performance. Typically, indicators follow 
an accounting-based logic and refer to profitability ratios (e.g. return on sales). Market-
based financial indicators take the investor’s view (e.g. cumulative abnormal returns, 
market-to-book ratio, excess value) and concentrate on or involve risk considerations 
(e.g. beta or risk-adjusted profitability ratios). All these approaches follow a financial 
orientation and assume the dominance of overall financial goals in firms. The broader 
conceptualization of performance is operational performance. Operational indicators 
focus on those key determinants of success that might lead to financial performance 
(Venkatraman and Ramanujam, 1986). Operational performance covers two types of 
outcomes: product-market outcomes (market share, new product introduction, and 
product quality) and internal process outcomes (such as efficiency, productivity, em-
ployee satisfaction, and cycle time) (Hult et al., 2008; Li, 2007). Finally, overall effec-
tiveness measures include reputation, survival, achievement of goals, performance in 
relation to competitors, etc. (Hult et al., 2008; Venkatraman and Ramanujam, 1986). 
The latter is of a very strategic type and can be further shaped in terms of content along 
the MNE’s performance goals.  
Literature reviews on the M/P relation all conclude: empirical IB research is character-
ized by a dominance of financial performance indicators; operational and effectiveness 
measures are rarely found (Yang and Driffield, 2012; Matysiak and Bausch, 2012; 
Richter, 2010; Hult et al., 2008; Li, 2007). The overwhelming majority of studies refer to 
overall profitability measures, such as return on assets or on sales (see Table 1).  
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 Financial  performance 
Operational  
performance 
Organizational  
effectiveness  
performance 
In: Matysiak 
and 
Bausch, 
2012   
83 measures, thereof 
dominant: profitability ratios 
34%,  
market value indicators 
27%,  
and risk-adjusted indicators 
17% 
7 measures used; 
all of these were 
sales growth* 
(100%) 
0 measures 
In: Hult et 
al., 2008 
69 measures, thereof 
dominant: return on assets 
and other profitability 
measures 55% 
41 measures,  
thereof dominant: 
market share 44%, 
and productivity 
20% 
30 measures,  
thereof dominant: 
perceived overall 
performance 47%, and  
performance relative to 
competitors 20% 
 
Table 1: Performance Measures Used in IB studies on the M/P Relationship  
* Some authors refer to sales growth as an operational performance indicator (see Li, 2007); others as-
sign sales growth measures to financial performance (see Hult et al., 2008).  
(Sources: based on Matysiak and Bausch, 2012; Hult et al., 2008) 
More than 50% of all studies (29 of 49) analyzed in Matysiak and Bausch (2012) apply 
one single indicator as dependent variable, 14% use two, and 20%  choose three indi-
cators, yet almost all indicators seek to measure financial performance. Similarly, Hult 
et al. (2008) report that 59% of studies use a single performance indicator type, which in 
most cases relates to financial performance. If applied, indicators that operationalize 
operational performance involve market share and productivity. Indicators referring to 
effectiveness involve perceived overall performance or performance compared to com-
petitors. Cost efficiency indicators quantifying the underlying determinants of operation-
al success and overcoming a few of the shortcomings associated with accounting-
based profitability measures are rarely employed (yet some authors elaborate on effi-
ciency, see Richter, 2014; Ruigrok and Wagner, 2003; Gomes and Ramaswamy, 
1999;). 
Overall profitability measures involve much noise (Li, 2007): For the calculation of return 
figures, such as return on assets, authors refer to the net income or EBIT, and divide 
this by the total (fixed) assets (Figure 1). In the process of calculating these figures, not 
only benefits reflected in revenues but also every cost position and every function of 
expense is taken into account. Moreover, overall profitability measures are influenced 
by both, national and international activities, which makes it difficult to separate the true 
international determinants of performance.  
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Figure 1: Elements of Performance Measures Used in IB Studies on the M/P Relationship  
(Sources: based on Li, 2007; Mackenzie et al., 2014) 
For instance, if a firm operated abroad in order to benefit from lower input prices, this 
would become visible in lower costs of goods sold. Yet, it may not affect overall profita-
bility, owing to other factors that may supersede the influence on profitability, such as 
higher information or administrative costs (e.g. Gomes and Ramaswamy, 1999). A rem-
edy would be to use control terms in more complex research models (e.g. controlling for 
information costs) or incorporating moderators or mediators – yet, this is mostly not the 
case in studies. Furthermore, if asset positions  (yet also other overall profitability 
measures) are used – there is strong noise stemming from accounting standards and 
‘window dressing’ by managers (Brigham and Ehrhardt, 2008). Similar issues affect the 
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use of market value indicators: They involve financial marketplace data (e.g. stock 
price) and are supposed to reflect the market’s perception of the firm’s current and fu-
ture value (Gallagher and Andrew, 2003). Therewith, the number of influencing external 
factors is even higher than that of profitability measures (Verbeke and Brugman, 2009). 
Finally, organizational effectiveness measures often build on survey or primary data, as 
they are supposed to reflect strategic aspects of, for instance, company survival, 
achievement of goals, or reputation. Again, these might involve various determinants. 
Operational performance indicators, which focus on productivity and cost efficiency as-
pects, are closer to operations and involve less noise. They quantify specific benefits 
and costs, such as the costs of goods sold, marketing costs, depreciation, etc. and 
therewith the underlying key factors of operational success, namely productivity and 
efficiency (Li, 2007; Venkatraman and Ramanujam, 1986). 
HOW THEORETICAL M/P-APPROACHES DEFINE PERFORMANCE  
Matysiak and Bausch (2012) reviewed three international business journals (Journal of 
International Business Studies, Journal of Management Studies, and Strategic Man-
agement Journal, following best practices by Pisani, 2009; Werner and Brouthers, 
2002) from 1976-2012 and selected all articles that focus on MNE performance on the 
corporate level. They identified 49 studies focusing on the empirical analysis of the M/P 
relation, provide an overview of the performance measures used and offer a collection 
of the main theoretical arguments underlying the research designs. We use their collec-
tion to discuss the theoretical approaches applied in the M/P literature that justify an 
impact of internationalization on performance. Therein, 31 theoretical arguments on per-
formance antecedents are highlighted. Most authors refer to more than one argument, 
which can be part of more than one theoretical approach. The most prominent argu-
ments appear in Figure 2, with risk, knowledge/learning, economies of scale/scope, in-
ternalization and portfolio aspects as the dominant arguments. These are in part inter-
twined (e.g. the risk argument is part of portfolio theory, and economies of scale and 
scope are part of internalization theory). We will review these arguments and theoretical 
streams which offer a good representation of relevant positions in the field (notwith-
standing that the relative frequencies of theoretical approaches or arguments might be 
affected by the selection of journals).  
Transnational portfolio investments induced by differences in interest rate structures are 
among the oldest arguments in IB (Iversen, 1935). Portfolio investments are seen as a 
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possibility to reduce risk by investing in unrelated markets (Markowitz, 1959; Cohen, 
1972; Severn, 1974). As shown by Rugman (1976), foreign activities are inversely re-
lated to the risk of a firm’s returns and therewith a benefit of internationalization. Both 
portfolio and risk arguments are still prominent. Hymer (1976) shifted the focus to the 
firm itself and its operations abroad. He asserted that the rising share of foreign direct 
investments by firms could no longer be explained by benefits stemming from the inter-
est rate or portfolio investment theory. The investing firm must possess a special ad-
vantage to outweigh the disadvantages (or costs) that occur by being foreign in a mar-
ket, which finally leads to a positive performance outcome. This is closely connected to 
the theory of market power (mentioned in 24% of studies) and imperfect markets in 
which firms have special advantages (in a particular activity) that are not accessible to 
other firms and that enable benefiting from the generation of monopoly rents, higher 
returns, and economies of scale and scope, which is one of the top arguments in IB 
(nearly 50% of studies refer to economies of scale and scope). The firm-specific ad-
vantages (FSA), as they were called in later literature, are defined in more detail by oth-
er scholars (e.g. Kindleberger, 1969; Rugman, 1981; Caves, 1996) and are also among 
the more popular arguments explaining internationalization (31% of studies refer to 
FSA). They became the primary point of interest in the context of the evolutionary theo-
ry (Nelson and Winter, 1982) of the firm, which is strongly connected to the resource-
based view (RBV). The RBV (mentioned in 27% of studies) sees the firm as a bundle of 
resources that can be combined and used to develop a competitive advantage 
(Penrose, 1959; Wernerfelt, 1984; Barney, 1991). Like the RBV, evolutionary theory 
emphasizes FSA to be exploited in international surroundings, and learning capabilities 
in internationalization as determinants of performance (Kogut and Zander, 1993).  
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Figure 2: Main Theoretical Arguments Included in Empirical Studies on the M/P Relationship   
(Source: numbers based on the findings of Matysiak and Bausch, 2012) 
In 1994, Kogut and Kulatilaka stressed operational flexibility and the opportunities or 
real options of MNEs to shift production within their network of geographically dispersed 
plants to react to events or changes (e.g. government policies, competitor behaviors, 
new technologies, Kogut and Kulatilaka, 1994). In addition to arguments about flexibility 
(14% of studies), about real options (10% of studies), and about networks (6% of stud-
ies), this thinking is also concerned with the benefits of risk reduction.  
In the 1960s, Vernon (1966) outlined his product lifecycle theory. The lifecycle of prod-
ucts should be extended by foreign activities as soon as the products reach maturity, 
and as soon as competition becomes tough in the home market. By standardizing the 
product, firms can shift value-adding activities to countries with lower labor costs (arbi-
trage benefits) and import the product to the home market (Vernon, 1966). Again, econ-
omies of scale and arbitrage benefits (mentioned in 16% of studies) are essential bene-
fits shifting firm performance in this theory.  
In the 1970s, the idea developed that market transactions and their related costs were 
superseded by incorporating operations more efficiently within the firm, building on the 
work of Coase (1937). This idea was advanced under the terms transaction cost eco-
nomics (TCE) and internalization theory. Authors in this field (Buckley and Casson, 
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1976; Williamson, 1975; Caves, 1998; Hennart, 2000; Dunning, 2003) highlighted the 
benefit of being more cost efficient by internalizing certain foreign operations instead of 
handling them through the external market abroad (Teece, 2006). Costs associated with 
uncertainty, bargaining, bounded rationality, and opportunism can be reduced or avoid-
ed (e.g. Williamson, 1975). Internalization (mentioned in 43% of studies) and TCE 
(mentioned in 29% of studies) are very often found in theoretical arguments on the M/P 
relation. Another theoretical stream in the 1970s paid special attention to firms’ strategic 
investment behavior. Knickerbocker’s (1973) assertion was that firms tend to engage in 
oligopolistic investment behaviors to maintain their strategic market position. Graham’s 
(1978) hypothesis was that firms tend towards defensive investment to retaliate against 
other firms’ market entries (these theories are also referred to under the heading market 
power). Also in the 1970s, Johanson and Vahlne (1977) introduced their Uppsala inter-
nationalization process model, which assumes that internationalization is an incremen-
tal process of foreign investments from near to distant locations and from small to high-
er commitment. This process is accompanied by a learning process where knowledge 
development leads to competitiveness in the foreign market (Johanson and Vahlne, 
1990). Arguments building on their work refer to knowledge and learning benefits (men-
tioned in 57% of studies) and to distance as a cost of internationalization (31% of stud-
ies). 
Building on previous theories, Dunning developed his eclectic paradigm, which explains 
the why question by the possession of ownership advantages (O), the how question by 
internalization (I), but also the where question by location-specific advantages (L) 
(Dunning, 1988; Dunning, 2001). These location advantages are seen as a set of coun-
try-specific advantages (CSA) that one country has over another (16% of studies refer 
to CSA). Following Hood and Young (1979), four locational factors influence investors’ 
internationalization decision: labor costs; marketing factors, barriers to trade, and gov-
ernment policies. These are often related to arbitrage benefits, but also to costs in IB. 
Firms going through a rational decision-making process will only internationalize if they 
profit from the different benefit categories and if they can outweigh the costs which ac-
crue. According to the OLI framework, well-managed firms will increase their perfor-
mance by going international.  
The costs of IB, first mentioned in Hymer (1976) and Kindleberger (1969) – as costs of 
internationalization that need to be overcompensated – became a research focus only 
recently (e.g. Zaheer, 1995; Sethi and Judge, 2009). Zaheer (1995) developed the con-
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cept of liabilities of foreignness (LOF), which is common in the IB literature today (16% 
of studies refer to LOF). Goerzen et al. (2013) who build on Zaheer (1995) identify three 
main sources of LOF: Complexity, i.e. costs directly associated with spatial distance 
and with coordination over distance and across timezones, resulting in an overall com-
plexity of operations. Uncertainty, i.e. costs based on the MNE’s unfamiliarity with and 
lack of roots in a local environment that leads to high uncertainty within the host envi-
ronment. Later, the concept of liabilities of newness was developed and integrated with-
in the aspect of uncertainty (Cuervo-Cazurra et al., 2007; Lu and Beamish, 2004). Dis-
crimination, i.e. costs that result from the host country environment (e.g. owing to eco-
nomic nationalism).  
Shifting the perspective also to costs, the (so far positive) performance predictions be-
came more differentiated. Authors started to highlight different forms of the M/P-relation 
due to the interplay of benefits and costs in different phases of international involvement 
(e.g. Contractor, 2012; Contractor et al., 2003). We will focus on the benefits and costs 
influencing firm performance that stem from the theoretical approaches discussed (and 
that are of major relevance in the empirical IB literature, see for instance Contractor, 
2012; Goerzen et al., 2013).  
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The Benefits1 of Internationalization  
Following the basic logic of Sethi and Judge (2009) and Contractor (2012), we distin-
guish between the benefits of foreignness, which arise within the MNE’s host country’s 
environment, and the benefits of multinationality, which arise from the international con-
text of an MNE’s cross-border operations.  
 Financial  
performance 
[Profitability, 
Market value, risk, 
risk-adjusted  
profitability] 
Operational  
performance 
[Product market outcomes: market 
share and sales growth; internal  
process outcomes: cost efficiency and 
productivity] 
Effectiveness  
performance 
[Survey based 
measures related to 
objectives] 
Benefits of foreignness   
CSA, OLI  Host government incentives and 
favorable treatment by local suppliers, 
customers, etc. 
[COGS, S&D costs, G&A costs, market 
share]  
 
Benefits of multinationality 
Risk, portfolio Lower variance in 
profits, lower 
costs of capital 
and better share 
prices  
[beta, WACC, 
share price] 
  
Strategic/ 
Operational 
flexibility, real 
options 
 Increased bargaining power and  
reduced labor costs  
[COGS, G&A costs] 
Achieve objectives or 
ensure survival in 
spite of turbulent 
environments 
Knowledge/ 
Learning, 
CSA, OLI 
 Corporate learning from innovative 
locations and spillovers increase 
innovativeness, competitiveness 
[higher sales revenues, more new 
products brought to the market (more 
swiftly), innovative production and 
production processes, stimulating 
creativity] 
Increased  
innovativeness may 
ensure survival, 
increase reputation, 
and performance 
compared to 
competitors  
Economies of 
scale and 
scope 
 Economizing owing to common 
governance, large-scale production, and 
plant specialization 
[cost efficiency indicators] 
 
Lifecycle  
FSA, RBV, 
market power 
 Higher sales owing to prolonged product 
lifecycles or transfer of FSA,  
therewith: economizing [sales growth; 
cost efficiency indicators] 
 
Arbitrage  Lower input prices, lower labor costs, 
etc.  
[COGS, G&A costs] 
 
 
Table 2: The Theoretical Benefits of Internationalization in Empirical IB Studies 
                                            
1  We use the word benefits to include what other authors refer to as assets or advantages.   
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Benefits of foreignness  
Benefits of foreignness arise owing to any kind of superior treatment of foreign firms – 
by governments, suppliers, customers, and potential employees in the host country. 
They are mostly derived by ideas stemming from location or CSA.  
Because MNEs often bring valuable capital, expertise, and technology to a host coun-
try, many governments seek to attract foreign firms by offering benefits such as: prefer-
ential access to sectors (e.g. infrastructural facilities), speedy customs clearance, favor-
able licensing and tax procedures (UNCTAD, 1997). These benefits induce relatively 
lower operational costs, such as costs of goods sold (COGS), selling and distribution 
expenses (S&D), general and administrative expenses (G&A), and taxes (Table 2).2 
Benefits can also occur from superior treatment by local suppliers, who value the poten-
tial learning opportunities and prospects for connecting with customers in foreign mar-
kets (Cannon and Perreault, 1999; Gudum and Kavas, 1996; Nachum, 2003). From a 
business performance perspective, lower operational costs are induced owing to a 
higher bargaining power. Finally, foreign subsidiaries can benefit from a potentially su-
perior treatment by local customers, for instance, if they prefer to buy foreign products 
because they expect better quality from them (Nachum, 2003). Thereby, MNEs can 
reach higher sales volumes and market shares, or save on marketing costs (i.e. in-
crease operational performance) (Shi and Hoskisson, 2012). Hence, we ask: Are bene-
fits of foreignness best reflected in a higher overall financial performance? Assumption 
(A) 1: No, there is only a second tier influence on overall profitability indicators via the 
reduction in cost positions, which will be observable if all other positions entering the 
analyses are constant. They are more directly reflected in operational performance indi-
cators related to cost positions and sales growth (in the foreign countries).  
Benefits of multinationality  
An MNE can experience benefits of multinationality by leveraging its network of busi-
ness units and by interacting with entities outside the host country context (Sethi and 
Judge, 2009).  Multinationality reduces location-specific risks by spreading investments 
over different countries and smoothing out fluctuations in revenue streams (Rugman, 
1979; De Meza and van der Ploeg, 1987; Rangan, 1998).  
                                            
2  Relatively is an important term in this context, since costs will rise absolutely, yet in relation to for in-
stance additional foreign sales, cost intensities are supposed to be lower. In other words, when we talk 
about lower costs/expenses, we always refer to cost intensities, in relation to sales, for instance. 
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This might lead to better share prices, lower capital costs, and lower variance in returns. 
Are benefits of multinationality related to risk arguments best reflected in a higher over-
all financial performance? A2: A higher overall financial performance measure reflects 
risk arguments in the case that it directly tries to measure risk, and this is the case for 
specific measures only, such as beta, the weighted average costs of capital and share 
prices.  
Furthermore, firms gain strategic and operational flexibility by having a portfolio of alter-
native production sites, as they are able to relocate value chain activities from one site 
to another. (Contractor, 2012). Having options to react to uncertain events enables 
MNEs to achieve their objectives or to ensure survival in spite of turbulent environments 
(Kogut and Kulatilaka, 1994). Are benefits of multinationality related to flexibility argu-
ments best reflected in a higher overall financial performance? A3: No, this flexibility is 
assumed to most directly increase organizational effectiveness performance. However, 
the ability to shift between different locations may also increase an MNE’s bargaining 
power vis-à-vis both local government and trade unions, and may therefore also influ-
ence wages and working conditions, and – therewith – operational performance (see 
Cantwell, 2000).  
MNEs are granted access to alternative resources  (Cantwell, 1989), and may benefit 
from operating in areas where, for instance, technologies are highly developed 
(Dunning, 1996). Locating in such areas may provide spillovers for an MNE, inducing 
corporate learning and the development of firm-specific capabilities. This may lead to 
higher competitiveness and demand (sales growth) owing to more innovative products 
(Contractor, 2012). A factor mentioned in this regard is the multicultural context, which 
exposes people to heterogeneous opinions and behaviors, thereby increasing their cre-
ativity, and in turn innovation (Nemeth and Kwan, 1987; Csikszentmihalyi, 1988; Barret, 
1998; Bundy, 2002; Zhou and Shalley, 2003; Levine and Moreland, 2004; Guimera et 
al., 2005; Maddux and Galinsky, 2009). Besides, learning from technological ad-
vantages and owning superior technologies (Rugman and Verbeke, 2001) may cause 
lower production costs (i.e. better operational performance), due to the development of 
innovative production processes. Are benefits of multinationality related to 
knowledge/learning/creativity arguments best reflected in a higher overall financial per-
formance? A4: No, higher innovativeness is supposed to increase sales and further 
operational performance indicators, such as the number of new products brought to the 
market, or the lead time to bring new products to market (Scarlett, 2008). Moreover, 
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process innovations are best reflected in operational performance indicators related to 
cost positions.  
An MNE can benefit from the shared governance of geographically dispersed activities, 
e.g., it has economizing options in the procurement of raw materials that go beyond the 
possibilities of a single plant (Dunning, 1993; Caves, 1996). These benefits are essen-
tially economies of scale and scope. Economies of scale arise from large-scale produc-
tion and from sharing fixed firm costs across a number of product units (Nachum, 2003). 
Economies of scope are generated from using existing resources for diversified prod-
ucts or processes, leading to greater efficiency (Tallman and Li, 1996). Rugman (1990) 
argues that a network of production units also enables plant-level economies of scale 
owing to specialization. Specialization enables MNEs to profit from the best matches 
between the resources available in their internal network (RBV, FSAs) and the specific 
advantages of various locations (CSAs), e.g. each plant might – efficiently – specialize 
in some items rather than each plant producing the whole array (Caves, 1996). Are 
benefits of multinationality related to economies of scale and scope arguments best re-
flected in a higher overall financial performance? A5: No, they are best reflected in cost 
efficiency indicators, i.e. in operational performance figures.  
Internationalization enables an MNE to exploit or promote new markets and to better 
exploit firms’ intangibles. MNEs profit from transferring FSA, such as its products (e.g. 
in the maturity phase of the product lifecycle), knowledge, or know-how to foreign coun-
tries (Wernerfelt, 1984; Barney, 1986). It thereby increases its sales (Cool et al., 2002), 
and its efficiency as long as the minimum efficient scale is not reached (Hennart, 2011), 
as the firms are able to amortize R&D costs and central overheads over a larger pool of 
customers and over extending the lifecycle of a product. (Contractor, 2012). Depending 
on the product, network externalities may also occur if benefits from using a product 
increase with the number of consumers using compatible products (e.g. in the software 
industry). These network externalities lead to a lack of competition, which can be used 
to create monopoly rents (Benito and Tomassen, 2003). Are benefits of multinationality 
related to lifecycle and FSA arguments best reflected in a higher overall financial per-
formance? A6: No, they are best reflected in sales growth figures and cost efficiency 
indicators, i.e. in operational performance figures.  
Finally, MNEs can benefit from further arbitrages: Authors refer to benefits from lower 
input prices or from lower labor costs (Dunning, 1973; Hennart, 2000; Contractor, 
2012). Are benefits of multinationality related to arbitrage arguments best reflected in a 
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higher overall financial performance? A7: No, these benefits impact MNEs’ operational 
performance in terms of their cost of goods sold or general administration costs. 
The Costs of Internationalization  
Hymer (1976) and Kindleberger (1969) have pointed out that foreign subsidiaries are at 
a disadvantage relative to domestic firms. These disadvantages are referred to as the 
liabilities of foreignness (LOF)3 (see Zaheer 1995) and arise within an MNE’s host coun-
try environment (Sethi and Judge, 2009; Goerzen et al., 2013). Goerzen et al. (2013) 
refer to three primary sources of liabilities of foreignness: Complexity, uncertainty: and 
discrimination. 
                                            
3  We do not differentiate between costs and liabilities. Both terms are found in the literature, although 
liabilities might be more common.  
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 Financial  
performance 
[Profitability, Market 
value, risk, risk-
adjusted 
profitability] 
Operational  
performance 
[Product market outcomes: market 
share and sales growth; internal 
process outcomes: cost efficiency 
and productivity] 
Effectiveness  
performance 
[Survey based 
measures related to 
objectives] 
LOF due to complexity 
Distance,  
control/  
coordination, 
TCE, 
internalization 
 Increasing number of transactions 
and differences trigger complexity 
and, therewith, additional 
transportation, communication, 
coordination, management and 
information costs 
[cost efficiency indicators] 
 
Strategic  
constraints 
  Worldwide corporate 
strategies might 
constrain local 
subsidiaries’ strategic 
options  
[specific strategic 
objectives of 
subsidiaries not 
achieved] 
LOF due to uncertainty  
Unfamiliarity 
and 
uncertainty  
 Information costs (costs for 
collecting and processing 
information) [often G&A and 
personnel costs] 
 
Reduced economies of scale and 
scope 
[cost efficiency indicators] 
 
 
Unfamiliarity 
hazards  
 
   
Unfamiliarity hazards 
[G&A costs, extraordinary results] 
 
Strategic misbehavior, 
leading to lower  
organizational  
effectiveness  
[specific strategic 
objectives not achieved] 
LOF due to discrimination 
Distance,  
discriminatory 
 Lower revenues or sales owing to 
consumer ethnocentrism 
Higher overall costs owing to 
government, supplier, and 
consumer ethnocentrism 
[COGS, marketing expenditures, 
G&A costs, taxes] 
 
 
Table 3: The Theoretical Costs of Internationalization in Empirical IB Studies  
Within the notion of complexity, costs related to the complexity of the environment occur 
(Goerzen et al., 2013): As internationalization increases, it becomes more complex and 
difficult to manage. It requires dealing with additional transportation, communication, 
coordination, information-processing, or simply governance/control costs (Gomes and 
Ramaswamy, 1999; Roth and Schweiger, 1991; Zaheer, 1995). These additional pro-
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cesses or costs can be enhanced by geographic and especially cultural dispersion (Hitt 
et al., 1997; Porter, 1990; Tallman and Li, 1996). In sum, the number of transactions 
and the differences encountered across geographic regions are one of the main drivers 
of costs or liabilities of foreignness. Eden and Miller (2001) as well as Ghoshal and 
Bartlett (1990) contribute to the same idea with what they call managing operations at a 
distance. The ongoing governance costs of managing the parent-subsidiary relation-
ship, at both the dyadic parent-subsidiary and network (all MNE subsidiaries) levels are 
the most important components of managing operations at a distance. Furthermore, 
Sethi and Guisinger (2002) argue that venturing abroad not only causes additional gov-
ernance costs but also costs for reading (e.g. scanning and interpreting activities) the IB 
environment. These may include costs of monitoring trade policies and deliberations of 
multilateral economic institutions (Sethi and Judge, 2009). Also, multinational produc-
tion capacities may annihilate scale effects resulting from relatively higher depreciation 
costs, personnel costs (e.g. owing to lower productivity of new workforces) or material 
costs (e.g. owing to less efficient material usage in new production facilities) (Eden and 
Miller, 2001; Hennart, 2007; Goerzen et al., 2013). Are liabilities or costs of foreignness 
related to complexity arguments best reflected in a lower overall financial performance? 
A8: No, they are most directly reflected in operational performance indicators, such as 
G&A costs in income statements accruing from reading the multinational environment 
and managing an MNE’s increased complexity (coordination, governance, etc.) and in 
cost efficiency indicators.  
Moreover geographic separation and complexity can inhibit trust and the freedom of 
strategic decision-making. Sethi and Judge (2009) refer to costs arising from strategic 
constraints: the parent’s corporate strategy might constrain the subsidiary’s strategic 
options such that it foregoes more profitable independent strategies. Are liabilities or 
costs of foreignness related to strategic constraints due to complexity arguments best 
reflected in a lower overall financial performance? A9: No, these are costs of missed 
global options. These costs are not immediately visible in cost accounts, but might be 
responsible for relatively lower sales volumes and form part of organizational effective-
ness performance.  
Uncertainty comes from the fact that foreign firms are unfamiliar with the host environ-
ment. Costs related to uncertainty comprise costs of learning and adaption to cope with 
the unfamiliarity and lack of roots in the host country environment (Hymer, 1976; Sethi 
and Judge, 2009). By purchasing and installing facilities, staffing, and establishing in-
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ternal management systems as well as external business networks they are confronted 
with additional search costs (Lu and Beamish, 2004; Cuervo-Cazurra et al., 2007). This 
argument is also highlighted by the internationalization process scholars who refer to 
the constraints of foreign entrance owing to insufficient knowledge about a host country 
(Johanson and Vahlne, 1977). Both schools consider additional costs of internationali-
zation for acquiring information and knowledge. Are liabilities or costs of foreignness 
related to uncertainty and unfamiliarity best reflected in a lower overall financial perfor-
mance? A10: No, these are reflected in higher personnel costs owing to necessary 
staffing, or employees working overtime to gather the needed information or in the costs 
for collecting and processing information (see also Richter, 2014), i.e. in the basic ele-
ments that affect operational performance.  
Eden and Miller (2001) further draw the attention to unfamiliarity hazards, i.e. costs aris-
ing from misbehavior through disregarding regulations an MNE was unaware of (e.g. 
flawed product launches and the failure to comply with legal norms and cultural values). 
For instance, Mezias (2002) finds that foreign subsidiaries face more labor lawsuit 
judgments than their local counterparts, which may be due to a knowledge deficit about 
the legal environment. Are liabilities or costs of foreignness related to unfamiliarity haz-
ards best reflected in a lower overall financial performance? A11: No, they may be re-
flected in G&A costs or in extraordinary results (i.e. in operational performance figures) 
and may affect organizational effectiveness performance if such misbehavior is strate-
gic in nature. 
Discriminatory costs result from discriminatory treatment of foreign firms vis-à-vis local 
firms by local stakeholders such as the government, suppliers, or consumers. Kostova 
and Zaheer (1999) ascribe discriminatory treatment to an MNE’s lack of embeddedness 
in the host country. Discrimination can lead to lower sales volumes and to higher costs 
(COGS, marketing costs, administration costs, and income taxes), for instance, when 
foreign firms are excluded from subsidies. It can even lead to total losses (in a worst-
case scenario) in case of expropriation of investments (Cuervo-Cazurra et al., 2007; 
Eden and Miller, 2001). Internationalization costs can also increase dramatically owing 
to consumer ethnocentric behavior, which leads to favorable buying behavior towards 
home country products, to a renunciation of foreign products (Eden and Miller, 2001), 
and thus to lower sales volumes. Are liabilities or costs of foreignness related to dis-
criminatory costs best reflected in a lower overall financial performance? A12: No, they 
are reflected in organizational effectiveness indicators related to not achieving sales 
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prospects and in operational performance indicators related to higher costs of goods 
sold, marketing expenditures and G&A costs and taxes stemming from the foreign activ-
ities.  
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DISCUSSION 
The Match between Theory and Operationalization of Performance in the 
Empirical M/P Literature  
At the beginning of the paper, we asked whether the high reliance on financial perfor-
mance indicators is due to the fact that they best reflect the theoretical benefits and 
costs of internationalization. The analyses showed that arguments on the benefits and 
costs of internationalization largely focus on aspects that are most directly concerned 
with operational performance and rather have a second-tier impact on financial perfor-
mance, which becomes observable only if all other determinants are constant. Hence, 
we follow Li (2007) as well as Venkatraman and Ramanujam (1986) arguing in favor of 
operational performance indicators and evaluate whether they are a good alternative or 
a supplement to improving empirical IB studies.  
In Tables 4 and 5, we outline propositions on the appropriateness of measuring theoret-
ical arguments by means of financial and operational indicators (building on our asser-
tions A1-A12). The overall financial performance indicators – especially the predomi-
nant profitability ratios – are able to measure internationalization benefits only as a sec-
ond-tier instrument. They involve every cost and benefit position of the income state-
ment and therewith manifold – and sometimes countervailing – effects involved in theo-
retical arguments. Furthermore by using overall profitability ratios at the corporate level, 
no differentiation between national and international activities is made. We agree with 
other authors in the field (Verbeke and Brugman, 2009; Eckert et al., 2010) that for an-
swering whether multinational firms perform better than national ones, differentiating 
between national and international activities’ outcomes is likewise a promising route to 
go. We argue that it is beneficial to use performance measures with the least unex-
plainable variance.  
While risk indicators are promising for the operationalization of theoretical arguments, 
which directly refer to reduced risks (i.e. risk and portfolio aspects), operational indica-
tors are preferable to financial performance indicators in most other cases. Location-
specific or CSA may lead to growing sales (product-market operational performance) 
owing to favorable treatment by consumers. They may also lead to lower costs (internal 
process operational performance) owing to the favorable treatment by, for instance, 
suppliers and governments. This growth in sales and reduction in cost positions might 
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transfer into a higher net income and therewith better financial performance, yet the first 
and direct impact is on operational performance (see A1). Theoretical arguments refer-
ring to knowledge and learning are also better operationalized by means of operational 
performance. If product innovations are involved, these most directly affect sales and 
market share; if process innovation learning is involved, this most directly affects pro-
duction costs (see A4). Likewise arbitrage benefits, e.g. lower input prices or lower labor 
costs, will most directly decrease the ratio of the costs of goods sold to sales, yet won’t 
necessarily also increase financial performance, as further aspects impacting financial 
performance might outweigh these effects. For instance, increased information costs 
might outweigh the decrease in material costs. If the cost of goods sold or material cost 
intensity were used instead, the beneficial impact on the cost structure would be directly 
measurable (see A7). Such potential countervailing effects are also underlined by the 
findings of Gomes and Ramaswamy (1999), who show a positive relationship between 
multinationality and return on assets performance, but a negative relationship between 
multinationality and an operational performance indicator. Similarly, arguments related 
to economies of scale and scope, to lifecycle, and to FSA implications are best reflected 
in either a product-market or internal process operational performance indicator. Econ-
omies of scale and scope are supposed to increase cost efficiency or productivity (see 
A5 and A6). Prolonging products’ lifecycle by foreign transfers most directly increases 
sales volumes and may lead to economies of scale owing to these higher sales vol-
umes (depending on the organization of production). Firm-specific advantages – wheth-
er products or processes – may lead to higher sales volumes or higher efficiency in in-
ternal process outcomes. And, a higher efficiency in operational processes is most di-
rectly reflected in respective operational performance measures.  
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Does the measure best reflect the following arguments of the M/P-literature? 
 Financial performance Operational performance 
Profit-
ability 
Market 
value 
Indicators 
involving 
risk 
Product-market  
outcomes 
Internal process  
outcomes 
Market 
share 
Sales 
growth 
Cost  
efficiency 
Productiv-
ity 
Benefits of foreignness 
A1:  
CSA, OLI 
No, there is only a second tier 
influence on overall profitability 
indicators via the reduction in cost 
positions, which will be observable 
if all other positions entering the 
profitability analyses are constant. 
Yes, benefits of foreignness are more directly 
reflected in operational performance indicators 
related to foreign sales growth and lower costs. 
 
Benefits of multinationality 
A2:  
Risk,  
portfolio 
Yes, yet only if a measure involving 
risk (e.g. beta), weighted average 
costs of capital and share prices is 
referred to. 
No 
A3:  
Strategic/ 
Operational 
flexibility, 
real options 
No, flexibility is assumed to most 
directly increase organizational 
effectiveness performance. 
No 
Partly, if the ability to shift 
between different loca-
tions increases an MNE’s 
bargaining power vis-à-vis 
both local government 
and trade unions. 
A4: 
Knowledge/ 
Learning, 
CSA, OLI 
No, only second-tier  
influence 
Yes, if product 
innovation  
increase sales 
Yes, if process  
innovations reduce costs 
A5:  
Economies 
of scale 
and scope 
No, economies of scale and scope 
are best reflected in cost efficiency 
indicators, i.e. in operational  
performance figures 
No Yes 
A6:  
Lifecycle 
FSA, RBV, 
market 
power 
No, only second-tier  
influence 
Yes, prolonging 
lifecycles/transfer 
of FSA may 
increase sales 
Yes, if higher sales 
volumes enable 
economies of scale or if 
FSA enable economies of 
scale 
A7:  
Arbitrage 
No, only second-tier  
influence 
No Yes, if arbitrage leads to 
lower costs 
Table 4: Match between Theoretical Internationalization Benefits and Empirical Performance Measures 
Turning to the theoretical costs of internationalization, it looks very similar (Table 5). 
Overall profitability measures are a second-tier measure of internationalization costs. 
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Uncertainty in dealing with new products and processes and reduced economies of 
scale and scope owing to the shift of production to a new market most sustainably affect 
firms’ cost efficiency and productivity (i.e. the internal process performance, see A10). 
Likewise, internal process performance is negatively affected by all arguments related 
to increasing costs, such as discriminatory liabilities of foreignness (A11-A12), control, 
coordination, and complexity costs (A9). Hence, for measuring the costs of internation-
alization, indicators concentrating on internal process outcomes are the first choice.  
Does the measure best reflect the following arguments of the M/P-literature? 
 Financial performance Operational performance 
Profit-
ability 
Market 
value 
Indicators 
involving 
risk 
Product-market  
outcomes 
Internal process  
outcomes 
Market 
share 
Sales 
growth 
Cost  
efficiency 
Productiv-
ity 
LOF due to complexity  
A8: 
Distance, 
control/ 
coordina-
tion, TCE, 
internalize-
tion 
No, they are most directly reflected 
in operational performance  
indicators. 
No 
Yes, e.g. in G&A and 
other cost efficiency 
indicators  
A9:  
Strategic  
constraints 
No, only second-tier influence 
Partly, as they 
might be  
responsible for 
relatively lower 
sales  
No, these are costs are 
not immediately visible 
in cost accounts 
LOF due to uncertainty 
A10:  
Unfamiliari-
ty and  
uncertainty 
No, only second-tier influence  No 
Yes, reflected in e.g. 
higher personnel costs  
A11: 
Unfamiliari-
ty hazards 
No, only second-tier influence No 
Partly, reflected in higher 
costs of goods sold,  
marketing expenditures, 
G&A or taxes 
LOF due to discrimination 
A12:  
Distance, 
Discrimina-
tory 
No, only second-tier influence 
Partly, as they 
might be  
responsible for 
relatively lower 
sales 
Partly, reflected in higher 
costs of goods sold,  
marketing expenditures, 
G&A or taxes 
Table 5: Match between Theoretical Internationalization Costs and Empirical Performance Measures 
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Interim Conclusion 
First, our analyses document a mismatch between theory and empirical measurements 
in the M/P literature. Researchers do not measure what they intend to measure - overall 
profitability measures are not as appropriate for a direct evaluation of certain benefits 
and costs of internationalization as could have been suggested by the high reliance on 
these indicators. This is an important finding for several reasons: Most obviously, this 
could be one aspect in explaining the inconsistencies in empirical results on the M/P 
relation, which range from positive and negative links, to curvilinear U-shaped, inverted 
U-shaped, and S-curve relationships (see Yang and Driffield, 2012; Kirca et al., 2011). 
We assume that the strong reference to financial performance indicators was in the past 
driven also by aspects, such as data availability. 
Second, the analyses enable the identification of better ways to operationalize theoreti-
cal arguments. Operational performance indicators are better able to directly measure 
what researchers assert in their hypotheses. This is true for theoretical benefits of inter-
nationalization referring to knowledge, learning, CSA and OLI, economies of scales and 
scope, lifecycle FSA and RBV arguments (i.e. the top arguments referred to in the field). 
This is likewise true for theoretical costs of internationalization referring to complexity, 
uncertainty and discrimination. If authors refer to theoretical benefits and costs related 
to operational performance (and organizational effectiveness) but then measure overall 
financial performance, they ignore or exclude important determinants of success and 
thereby forego the opportunity to directly operationalize what they hypothesize on. 
While operational performance indicators might be more difficult to collect (and might in 
most cases also not be a remedy as regards distortions from accounting principles), 
they show several advantages over financial performance indicators to advance theory 
and research, yet also to advance recommendations to actively manage the M/P-
relation as discussed below.  
Value of Operational Performance Indicators for Theory and Research  
Looking at financial performance indicators to operationalize internationalization bene-
fits and costs is a first, yet important step in research, which has received insufficient 
attention in the past discussion. In most studies, “…it is assumed that M brings various 
types of benefits, but these are not measured or assessed directly in empirical work. 
Instead, what is measured directly is the M/P-link, whereby any observed positive rela-
tionship is simply attributed to the hypothesized benefits, but without really knowing 
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which hypothetical benefit categories actually mattered (if any).” (Verbeke and 
Forootan, 2012, p. 335). Ultimately, operational effectiveness, organizational effective-
ness, and financial performance (indicators) are interrelated: high operational perfor-
mance (e.g. cost efficiency) is supposed to ceteris paribus lead to better financial per-
formance (which becomes obvious recalling the calculation of financial performance 
indicators). Likewise, organizational effectiveness performance is supposed to be re-
flected in better financial performance in the medium or long term, as performance im-
provement is at the heart of strategic management and organization theory 
(Venkatraman and Ramanujam, 1986; Ginsberg and Venkatraman, 1985). Likewise, 
financial performance influences organizations and therewith operational and organiza-
tional performance. These performance figures can be related to different levels within 
the firm, the corporate, the business, the (foreign) subsidiary level etc. Irrespective of 
the interrelationships between the three concepts of performance measurement, and 
irrespective of the conceptualization at different levels of the firm, we argue in favor of 
broadening the scope of performance measurement from financial, in particular to oper-
ational performance indicators (see the simplified model given in Figure 3). This will 
have a much more direct character of measuring what theory assumes and might im-
pact the explanatory power of research models in a positive way, as noise and variance 
attributed to other factors are minimized.  
Multinationality 
Operational performance 
(e.g. cost efficiency) 
Financial 
performance 
Internationalization motivation 
and strategy 
Other exogenous and 
contextual  factors (e.g. 
industry pressures) 
Organizational  
effectiveness performance 
 
 
Figure 3: A Model of the M/P-Relationship  
(Sources: based on: Venkatraman and Ramanujam, 1986; Verbeke and Forootan, 2012) 
Ensuring that we measure what we intend to measure is a prerequisite to build sound 
empirical models of the M/P-relation. Such models are firstly, able to directly test theo-
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retical hypotheses and will therewith contribute to theory testing and building in the field. 
These models are, secondly, a prerequisite to correctly test potential moderating and 
mediating effects of contextual factors and strategic management variables. Only if 
(multinationality and) performance facets are operationalized in the way intended by the 
researcher, can findings support the derivation (and testing) of hypotheses on man-
agement implications and contextual factors (as discussed in, for instance, Verbeke and 
Forootan, 2012).   
Value of Operational Indicators for Management  
The heavy reliance on financial performance figures is also found in business practice. 
Management often is forced to report and concentrate on financial indicators to meet 
the requirements of shareholders and financial markets. Yet, in order to evaluate strate-
gic choices and control the firm’s success, such overall financial indicators are in most 
cases inappropriate. These figures are too far away from the performance challenges 
attributed to supply chain management, leadership and aspects of maintaining competi-
tiveness in diverse markets to guide good decision making and skill development by 
managers which are necessary for a beneficial geographic diversion of a firm (Eckert et 
al., 2010). Operational performance indicators are of much greater value here, because 
they are more closely related to goals and strategies pursued by a firm’s management. 
Operational indicators are advantageous, as they more directly relate to the firm’s oper-
ations and practices and broaden the focus to measure business performance 
(Venkatraman and Ramanujam, 1986). They better reflect the intentions of companies 
when doing business abroad: Management is interested in actively shaping the multina-
tionality and performance relationship for instance via their strategies and their leader-
ship. Although a positive overall financial performance shall be a result of these efforts, 
other costs and benefits arising from international activities, such as a higher productivi-
ty achieved through better-trained workers, might better reflect the measure’s impact. 
Exactly these effects need to be tested to guide decision-making in MNEs. 
 28
CONCLUSION, RECOMMENDATIONS FOR FURTHER RESEARCH, 
AND LIMITATIONS 
Almost 30 years ago, Venkatraman and Ramanujam (1986) noted that using more op-
erational performance indicators, such as market share, new product introduction, or 
efficiency measures in strategy research would enhance empirical studies, because 
they open the ‘black box’ of overall performance implications. However, we observe that 
operational performance measures only play a minor role in empirical IB research de-
signs. Researchers continue to focus on overall financial performance indicators. We 
find that this focus on overall financial performance indicators is not justified by the spe-
cific benefits and costs of internationalization involved in theoretical streams. On the 
contrary, the theoretical internationalization benefits and costs more directly apply to 
operational performance indicators (product-market or especially internal process indi-
cators). Concerning overall financial performance, which is based on net income, oper-
ating profit, or gross profit, the key research variable is influenced by various factors 
that may differ from those the researcher seeks to measure. This may be one reason 
for misleading empirical findings in the field (in addition to further aspects, e.g. the 
measurement of multinationality, and the analysis of the M/P relation, e.g. Verbeke and 
Forootan, 2012).  
To properly test theoretical arguments on the M/P relation, we make the following rec-
ommendations. Researchers need to be more specific in their choice of performance 
measure; there is no need to standardize performance measurement. There is a need 
to be more careful in selecting the most fitting performance measure for the individual 
design especially with reference to the theoretical arguments referred to (and interrelat-
ed facets such as foreign entry mode, see also Hult et al., 2008). Researchers are en-
couraged to shift the focus in performance measurement from overall financial to opera-
tional indicators; here, we agree with claims by other authors: Li (2007) emphasizes the 
potential benefits of utilizing cost efficiency indicators such as costs of goods sold, ad-
ministrative costs, R&D costs, advertising costs, and depreciation and amortization 
costs. By directly referring to operational performance, which ultimately leads to finan-
cial performance, research designs become more specific. Finally, researchers should 
consider more than one performance measure; indicators often cover only some rather 
than all theoretical aspects. Therefore, following Hult et al. (2008), empirical research 
designs may be improved by measuring multiple business performance types. 
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While our findings strongly underline the recommendations provided for future M/P 
studies, we note several limitations. First, our findings are based on work by Matysiak 
and Bausch (2012), who were able to investigate a fair amount of studies on their main 
theoretical arguments and the measure used as a dependent variable. While we are of 
the view that their work is representative for the IB field, it only covers a sample of the 
IB studies conducted; researchers are invited to enlarge the focus. Second, our manu-
script concentrates on one aspect in the quality of M/P designs - the measurement of 
performance; further analyses of other quality attributes are of value (e.g. measuring 
internationalization, designing the M/P link, involving management aspects). Third, our 
evaluation of performance measures focuses on the critical evaluation of current indica-
tors used; future research might dig deeper into the performance measurement theory 
far beyond the IB literature. Fourth, our manuscript remains uncritical with regard to the 
general limitations of research on success factors, such as survival bias, key informant 
bias or retrospective bias (Nicolai and Kieser, 2002). Other authors also argue that the 
information about the dependent variable might also have an impact itself on the possi-
ble causes (March and Sutton, 1997). Nevertheless, MNEs are eager to learn how to 
optimally manage information costs in different international settings; they need an-
swers to questions, such as whether centralization of decision-making power at head-
quarters really increases global scale efficiency, or what the extent of efficiencies is, 
that is achieved by optimizing global configuration of activities (e.g. Garbe and Richter, 
2009). In this respect Homburg and Krohmer (2004) defend ‘good’ empirical success 
factor analysis as one source for a substantial progress in management science. Not-
withstanding these limitations, we are confident that the findings discussed and recom-
mendations given in this article will improve future M/P research, if taken up by IB 
scholars.  
 
 
 30
REFERENCES 
Ariño, A., 2003. Measures of strategic alliance performance: an analysis of construct validity. 
Journal of International Business Studies 34, 66-79. 
Barney, J., 1991. Firm Resources and Sustained Competitive Advantage. Journal of Manage-
ment 17, 99-120. 
Barney, J.B., 1986. Organizational Culture. Can it be a Source of Sustained Competitive Ad-
vantage? The Academy of Management Review 11, 656-665. 
Barret, F.J., 1998. Creativity and improvisation in jazz and organizations: Implications for organ-
izational learning. Organization Science 9, 605-622. 
Benito, G.R.G., Tomassen, S., 2003. The micro-mechanics of foreign operations' performance, 
in: Cantwell, J., Narula, R. (Eds.), International business and the eclectic paradigm. 
Routledge, London et al., pp. 174-199. 
Brigham, E.F., Ehrhardt, M.C., 2008. Financial management: Theory and practice, 12 ed. 
South-Western Cengage Learning, Mason, Ohio. 
Buckley, P.J., Casson, M., 1976. The future of the multinational enterprise. Macmillan, London. 
Bundy, W.M., 2002. Innovation, creativity, and discovery in modern organizations. Quorum 
Books, Westport, CT. 
Cannon, J.P., Perreault, W.D., 1999. Buyer-seller Relationships in Business Markets. Journal of 
Marketing Research 36, 439-460. 
Cantwell, J., 1989. Technological Innovation and Multinational Corporations. Blackwell, Oxford. 
Cantwell, J., 2000. A survey of theories of international production. Routledge, London. 
Caves, R.E., 1996. Multinational enterprise and economic analysis, 2nd ed. Cambridge Univer-
sity Press, Cambridge. 
Caves, R.E., 1998. Research on International Business: Problems and Prospects. Journal of 
International Business Studies 29, 5-19. 
Coase, R.H., 1937. The Nature of the Firm, in: Economica, Vol. 4. Reprinted, in: Stigler, G., 
Boulding, K.E. (Eds.), Readings in Price Theory (1953), Homewood, pp. 331-351. 
Cohen, B.I., 1972. Foreign Investment by U.S. Corporations As a Way of Reducing Risk. Yale 
University Economic Growth Center Discussion Paper No. 151. 
Contractor, F.J., 2012. Why do multinational firms exist? A theory note about the effect of multi-
national expansion on performance and recent methodological critiques. Global Strategy 
Journal 2, 318-331. 
Contractor, F.J., Kundu, S.K., Hsu, C.-C., 2003. A three-stage theory of international expansion: 
the link between multinationality and performance in the service sector. Journal of Interna-
tional Business Studies 34, 5-18. 
 31
Cool, K., Costa, L.A., Dierickx, I., 2002. Constructing competitive advantage, in: Pettigrew, A., 
Thomas, H. and Whittington, R. (Ed.), Handbook of Strategy and Management. Sage Publi-
cations, London. 
Csikszentmihalyi, M., 1988. Society, culture, and person: A systems view of creativity, in: Rob-
ert, J. (Ed.), The nature of creativity: Contemporary psychological perspectives. Cambridge 
University Press, New York, NY, pp. 325-339. 
Cuervo-Cazurra, A., Maloney, M.M., Manrakhan, S., 2007. Causes of the Difficulties in Interna-
tionalization. Journal of International Business Studies 38, 709-725. 
De Meza, D., van der Ploeg, F., 1987. Production flexibility as motive for multinationality. Jour-
nal of Industrial Economics 35, 343-351. 
Dunning, J.H., 1973. The Determinants of International Production. Oxford Economic Papers 
25, 289-336. 
Dunning, J.H., 1988. The Theory of International Production. International Trade Journal 3, 21-
66. 
Dunning, J.H., 1993. Multinational Enterprises and the Global Economy. Addison-Wesley, Har-
low, England et al. 
Dunning, J.H., 1996. The geographical sources of the competitiveness of firms: some results of 
a new survey. Transnational Corporations 5, 1-29. 
Dunning, J.H., 2001. The Eclectic (OLI) Paradigm of International Production: Past, Present and 
Future. International Journal of the Economics of Business 8, 173-190. 
Dunning, J.H., 2003. Some antecedents of internalization theory. Journal of International Busi-
ness Studies 34, 108-115. 
Eckert, S., Dittfield, M., Muche, T., Rässler, S., 2010. Does multinationality lead to value en-
hancement? An empirical examination of publicly listed corporations from Germany. Interna-
tional Business Review 19, 562-574. 
Eden, L., Miller, S., 2001. Opening the Black Box: Multinationals and the Costs of Doing Busi-
ness Abroad, Academy of Management Proceedings & Membership Directory. 
Gallagher, T.J., Andrew, J.D., 2003. Financial Management: Principles and Practice, 3rd ed. 
Prentice Hall, Upper Saddle River. 
Garbe, J.-N., Richter, N.F., 2009. Causal analysis of the internationalization and performance 
relationship based on neural networks: advocating the transnational structure. Journal of In-
ternational Management 15, 413-431. 
Ghoshal, S., Bartlett, C., 1990. The Multinational Corporation as an Interorganizational Network. 
Academy of Management Review 15, 603-625. 
Ginsberg, A., Venkatraman, N., 1985. Contingency Perspectives of Organizational Strategy: A 
Critical Review of the Empirical Research. Academy of Management Review 10, 421-434. 
Goerzen, A., Asmussen, C.G., Nielsen, B.B., 2013. Global cities and multinational enterprise 
location strategy. Journal of International Business Studies 44, 427-450. 
 32
Gomes, L., Ramaswamy, K., 1999. An empirical examination of the form of the relationship be-
tween multinationality and performance. Journal of International Business Studies 30, 173-
187. 
Graham, E.M., 1978. Transatlantic Investment by Multinational Firms: A Rivalistic Phenome-
non? Journal of Post Keynesian Economics 1, 82-99. 
Griffith, D.A., Cavusgil, S.T., Xu, S., 2008. Emerging themes in international business research. 
Journal of International Business Studies 39, 1220-1235. 
Gudum, A.G., Kavas, A., 1996. Turkish Industrial Purchasing Managers' Perception of Foreign 
and National Industrial Suppliers. European Journal of Marketing 30, 10-21. 
Guimera, R., Uzzi, B., Spiro, J., Nunes Amaral, L.A., 2005. Team Assembly Mechanisms De-
termine Collaboration Network Structure and Team Performance. Science 308, 697-702. 
Hennart, J.-F., 2000. Transaction cost theory and the multinational enterprise, The nature of the 
transnational firm, 2nd ed. Routledge, London, pp. 72-118. 
Hennart, J.-F., 2007. The theoretical rationale for a multinationality-performance relationship. 
Management International Review 47, 423-452. 
Hennart, J.-F., 2011. A theoretical assessment of the empirical literature on the impact of multi-
nationality on performance. Global Strategy Journal 1, 135-151. 
Hitt, M.A., Hoskisson, R.E., Kim, H., 1997. International diversification: effects on innovation and 
firm performance in product-diversified firms. Academy of Management Journal 40, 767-798. 
Hood, N., Young, S., 1979. The economics of multinational enterprise. Longman, London, New 
York. 
Homburg, Ch., Krohmer, H., 2004. Die Fliegenpatsche als Instrument des wissenschaftlichen 
Dialogs. Die Betriebswirtschaft (DBW) 64, 4, 626–631.  
Hult, G.T.M., Ketchen Jr., D.J., Griffith, D.A., Chabowski, B.R., Hamman, M.K., Dykes, B.J., 
Pollitte, W.A., Cavusgil, S.T., 2008. An assessment of the measurement of performance in 
international business research. Journal of International Business Studies 39, 1064-1080. 
Hymer, S.H., 1976. The international operations of national firms: a study of direct foreign in-
vestment. MIT Press, Cambridge, Massachusetts, London. 
Iversen, C., 1935. Aspects of the Theory of International Capital Movements. Levin & 
Munksgaard. 
Johanson, J., Vahlne, J.-E., 1977. The Internationalization Process of the Firm: A Model of 
Knowledge Development and Increasing Foreign Market Commitments. Journal of Interna-
tional Business Studies 8, 25-34. 
Johanson, J., Vahlne, J.-E., 1990. The Mechanism of Internationalisation. International Market-
ing Review 7, 11-24. 
Kindleberger, C.P., 1969. American Business Abroad: Six Lectures on Direct Investment. Yale 
University Press, New Haven, London. 
 33
Kirca, A.H., Hult, G.T.M., Roth, K., Cavusgil, S.T., Perryy, M.Z., Akdeniz, M.B., Dligonul, S.Z., 
Mena, J.A., Pollitte, W.A., Hoppner, J.J., Miller, J.C., White, R.C., 2011. Firm-specific assets, 
multinationality, and financial performance: a meta-analytic review and theoretical integra-
tion. Academy of Management Journal 54, 47-72. 
Knickerbocker, F.T., 1973. Oligopolistic Reaction and Multinational Enterprise, Boston. 
Kogut, B., Kulatilaka, N., 1994. Operating Flexibility, Global Manufacturing, and the Option Val-
ue of a Multinational Network. Management Science 40, 123-139. 
Kogut, B., Zander, U., 1993. Knowledge of the Firm and the Evolutionary Theory of the Multina-
tional Corporation. Journal of International Business Studies 24, 625-645. 
Kostova, T., Zaheer, S., 1999. Organizational legitimacy under conditions of complexity: The 
case of the multinational enterprise. Academy of Management Review 24, 64-81. 
Levine, J.M., Moreland, R.L., 2004. Collaboration. The Social Context of Theory Development. 
Personality and Social Psychology Review 8, 164-172. 
Li, L., 2007. Multinationality and performance: a synthetic review and research agenda. Interna-
tional Journal of Management Reviews 9, 117-139. 
Lu, J.W., Beamish, P.W., 2004. International diversification and firm performance: the s-curve 
hypothesis. Academy of Management Journal 47, 598-609. 
Mackenzie, B., Coetsee, D., Njikizana, T., Selbst, E., Chamboko, R., Colyvas, B., Hanekom, B., 
2014. Wiley IFRS 2014: Interpretation and Application of International Financial Reporting 
Standards, Wiley Regulatory Reporting, 11 ed. Wiley. 
Maddux, W.W., Galinsky, A.D., 2009. Cultural Borders and Mental Barriers. The Relationship 
Between Living Abroad and Creativity. Journal of Personality and Social Psychology 96, 
1047-1061. 
March, J.G., Sutton, R.I., 1997. Organizational performance as a dependent variable. Organiza-
tion Science 8, 698–706.  
Markowitz, H., 1959. Portfolio selection: Efficient diversification of investments, Cowles founda-
tion for research in economics. Monograph, Vol. 16, Yale University Press, New Haven, Lon-
don. 
Matysiak, L., Bausch, A., 2012. Antecedents of MNE performance: blinded by the obvious in 35 
years of literature. Multinational Business Review 20, 178-211. 
Mezias, J.M., 2002. Identifying Liabilities of Foreignness and Strategies to Minimize Their Ef-
fects. The Case of Labor Lawsuit Judgments in the United States. Strategic Management 
Journal 23, 229-244. 
Nachum, L., 2003. Liability of Foreignness in Global Competition? Financial Service MNEs in 
the City of London. Strategic Management Journal 24, 1187-1208. 
Nelson, R.R., Winter, S.G., 1982. An evolutionary theory of economic change. digitally reprint-
ed, The Belknap Press of Harvard Univ. Press, Cambridge, Massachusetts. 
 34
Nemeth, C.J., Kwan, J.L., 1987. Minority Influence, Divergent Thinking and Detection of Correct 
Solutions. Journal of Applied Social Psychology 17, 788-799. 
Nicolai, A., Kieser, A., 2002. Trotz eklatanter Erfolglosigkeit: Die Erfolgsfaktorenforschung wei-
ter auf Erfolgskurs. Die Betriebswirtschaft (DBW), 62, 579–596.  
Penrose, E.T., 1959. The theory of the growth of the firm, 1. print ed. Blackwell, Oxford. 
Pisani, N., 2009. International management research: investigating its recent diffusion in top 
management journals. Journal of Management 35, 199-218. 
Porter, M.E., 1990. The Competitive Advantage of Nations. Free Press, New York. 
Rangan, S., 1998. Do multinationals operate flexibly? Theory and evidence. Journal of Interna-
tional Business Studies 29, 217-237. 
Richter, N.F., 2010. Internationalisation and firm performance: an empirical analysis of German 
manufacturing firms. Kovac, Hamburg. 
Richter, N.F., 2014. Information costs in international business: Analyzing the effects of econo-
mies of scale, cultural diversity and decentralization. Management International Review 
(MIR) 54, 171- 193. 
Roth, K., Schweiger, D.M., 1991. Global Strategy Implementation at the Business Unit Level - 
Operational Capabilities and Administrative Mechanisms. Journal of International Business 
Studies 22, 369-402. 
Rugman, A.M., 1976. Risk reduction by international diversification. Journal of International 
Business Studies 7, 75-80. 
Rugman, A.M., 1979. International Diversification and the Multinational Enterprise. Lexington 
Books, Lexington, MA. 
Rugman, A.M., 1981. Inside the multinationals: The economic of internal markets. Croom Helm, 
London. 
Rugman, A.M., 1990. Multinationals and Canada-United States Free Trade. University of South 
Carolina Press, Columbia, SC. 
Rugman, A.M., Verbeke, A., 2001. Subsidiary-specific advantages in multinational enterprises. 
Strategic Management Journal 22, 237-250. 
Ruigrok, W., Wagner, H., 2003. Internationalization and performance: an organizational learning 
perspective. Management International Review 43, 63-83. 
Scarlett, R., 2008. CIMA Official Learning System Management Accounting: Performance Eval-
uation, 5. ed. Elsevier textbooks. 
Seno-Alday, S., 2010. International business thought: A 50 year footprint. Journal of Interna-
tional Management 16, 16-31. 
Sethi, D., Guisinger, S., 2002. Liability of Foreignness to Competitive Advantage. How Multina-
tional Enterprises Cope with the International Business Environment. Journal of International 
Management 8, 223-240. 
 35
Sethi, D., Judge, W., 2009. Reappraising liabilities of foreignness within an integrated perspec-
tive of the costs and benefits of doing business abroad. International Business Review 18, 
404-416. 
Severn, A.K., 1974. Investor Evaluation of Foreign and Domestic Risk. The Journal of Finance 
29, 545. 
Shi, W., Hoskisson, R.E., 2012. Advantages of Foreignness. Benefits of Creative Institutional 
Deviance. Advances in International Management 25, 99-125. 
Tallman, S., Li, J., 1996. Effects of international diversity and product diversity on the perfor-
mance of multinational firms. Academy of Management Journal 39, 179-196. 
Teece, D.J., 2006. Reflections on the Hymer thesis and the multinational enterprise. Interna-
tional Business Review 15, 124-139. 
UNCTAD, 1997. World Investment Report 1997: Transnational Corporations, Market Structure 
and Competition Policy, New York, Geneva. 
Venkatraman, N., Ramanujam, V., 1986. Measurement of business performance in strategy 
research: A comparison of approaches. The Academy of Management Review 11, 801-814. 
Verbeke, A., Brugman, P., 2009. Triple-testing the quality of multinationality–performance re-
search: An internalization theory perspective. International Business Review 18, 265-275. 
Verbeke, A., Forootan, Z., 2012. How good are multinationality-performance (M-P) empirical 
studies? Global Strategy Journal 2, 332-344. 
Vernon, R., 1966. International investment and international trade in the product cycle. Quarter-
ly Journal of Economics 80, 190-207. 
Werner, S., Brouthers, L.E., 2002. How international is management? Journal of International 
Business Studies 33, 583-591. 
Wernerfelt, B., 1984. A Resource-based View of the Firm. Strategic Management Journal 5, 
171-180. 
Williamson, O.E., 1975. Markets and Hierarchies, Analysis and Anti-trust Implications. Free 
Press, New York. 
Yang, Y., Driffield, N., 2012. Multinationality-performance relationship: a meta-analysis. Man-
agement International Review 52, 23-47. 
Zaheer, S., 1995. Overcoming the liability of foreignness. Academy of Management Journal 38, 
341-363. 
Zhou, J., Shalley, C.E., 2003. Research on employee creativity: A critical review and directions 
for future research. Research in Personnel and Human Resources Management 22, 165-
217. 
 
 
